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COMMONWEALTH OF KENTUCKY 

BEFORE THE P U B L I C  S E R V I C E  COMMISSION 

* *  * 

I n  the Matter of: 

EAST KENTUCKY U T I L I T I E S ,  I N C .  1 
DELINQUENT PURCHASED GAS 1 
ACCOUNT WITH KENTUCKY WEST ) CASE NO. 9 4 0 5  
V I R G I N I A  GAS COMPANY ) 

O R D E R  

On A u g u s t  2 2 ,  1 9 8 5 ,  the Commiss ion  issued a S h o w  Cause 

Order directing E a s t  K e n t u c k y  Utilities, I n c . ,  ('EKU") to appear 

before t h e  Commission t o  e x p l a i n  the reason for i ts  d e l i n q u e n t  

purchased  gas a c c o u n t  w i t h  K e n t u c k y  West V i r g i n i a  Gas Company 

( 'Ken tucky  W e s t " ) ,  and what  EKU's i n t e n t i o n s  were c o n c e r n i n g  

r e s o l u t i o n  of t h e  delinquent a c c o u n t  t o  p r e v e n t  s u s p e n s i o n  of gas 

de l ive r i e s  by K e n t u c k y  W e s t  to EKU. The Commiss ion  had b e e n  

notified by K e n t u c k y  West on August 13, 1985, t h a t  EKU h a d  a 

d e l i n q u e n t  a c c o u n t  of $249 ,705 .67 ,  w h i c h  i n c l u d e d  an i n t e r e s t  

p e n a l t y  of $ 7 , 2 7 4 . 9 6 ,  a n d  f u r t h e r ,  t h a t  unless a d e f i n i t e  payment 

s c h e d u l e  was arranged K e n t u c k y  W e s t  wou ld  s u s p e n d  gas d e l i v e r i e s  

to EKU a n d  I n i t i a t e  c i v i l  a c t i o n  t o  col lect  t h e  m o n i e s  owed. 

Prior t o  t h e  hearing c o n d u c t e d  by the Commiss ion  o n  

A u g u s t  2 9 ,  1 9 8 5 ,  m o t i o n s  were f i l e d  by EKU a n d  F l o y d  C o u n t y  to 

c o n s o l i d a t e  t h i s  case with Case No. 9236, at t h e  t i m e  a p e n d i n g  

ra te  case filed by EKU i n  December 1984 .  On September 30, 1985, 

t h e  Commission denied both motions since the subject matter of 

t h i s  case was of such importance it s h o u l d  remain separate.  



During the hearing EKU stated that the delinquent account 

was a direct result of t h e  Commission's failure t o  grant interim 

rate relief to EKU. This request had been submitted by ERU as 

part of Case No. 9236 in December 1984, and was denied by the 

Commission on January 10, 1985. According to EKU, interim rate 

relief would have produced additional revenues of approximately 

$240,000 on an annual basis. 

Subsequent to the hearing, Kentucky West orally advised 

the Commission that it would not suspend gas deliveries to EKU 

pending further negotiations on a repayment plan and an expedited 

decision in this case. In that regard, EKU advised the 

Commission on December 6, 1985, that it had filed an application 

with Farmers Home Administration ("PmHA") for funds "to complete 

restoration of its system and to pay its wholesale g a s  purchase, 

delinquent accounts." Also, EKU at or about the same time filed 

€or a loan through the Department of Local Government ("DLG") to 

pay its delinquent purchased gas account. EKU has also 

approached First  Commonwealth Bank, Prestonsburg, Kentucky, to 

secure a loan of $200,000 to pay toward its delinquent purchased 

gas account. However, according to EKU, the bank is unwilling to 

approve such a loan without a surcharge attached to EKU's s a l e  of 

each MCF of gas. EKU has  a l so  been advised by DLG "that a l oan  

entirely for the purpose of paying a gas supplier is ineligible," 

although such funda might be available for much a purpose as part 

of an approved reconstruction loan from DLG. The Commission 

notes, however, that DU; denied an earlier request by EKU for a 

reconstruction loan. 
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T h e  Coinmission also n o t e s  t h a t  t h e  act ions i n i t i a t e d  by 

EKU r e g a r d i n g  i ts d e l i n q u e n t  a c c o u n t  w i t h  K e n t u c k y  W e s t  are n o t  

c o n s i d e r e d  s a t i s f a c t o r y  by K e n t u c k y  West. On December 6 ,  1985,  

t h e  Coirunission was n o t i f i e d  by  Ken tucky  West t h a t  i t  will s e e k  

a u t h o r i t y  froin t h e  Federal  Energy R e g u l a t o r y  C o i n m i s s i o n  t o  

a b a n d o n  a l l  f u t u r e  sales t o  EKU s i n c e  EKU "is e i t h e r  u n a b l e  o r  

u n w i l l i n g  t o  e s t a b l i s h  a n y  t y p e  of r e p a y m e n t  s c h e d u l e . "  

The Coinmission is of t h e  o p i n i o n  t h a t  w h i l e  o n e  iiiunediate 

c o n c e r n  of t h i s  p r o c e e d i n g ,  c o n t i n u e d  g a s  s u p p l i e s  t o  EKU's 

c u s t o i n e r s  d u r t n g  t h e  1985-86 h e a t i n g  season, has been resolved 

f o r  t h e  short  term, t h e  r e m a i n i n g  i s s u e  of EKU's d e l i n q u e n t  

p u r c h a s e d  gas account w i t h  K e n t u c k y  West is n o t  l i k e l y  to  be 

r e s o l v e d  by t h e  a c t i o n s  i n i t i a t e d  by  EKU r e f e r r e d  t o  h e r e i n .  

This c o n c l u s i o n  is s u p p o r t e d  b y  pas t  a c t i o n s  o n  t h e  p a r t  of DLG 

a n d  FSnHA r e g a r d i n g  t h e  purpose of s u c h  applications s u b m i t t e d  by 

ERU (io@., u s e  of b o r r o w e d  f u n d s  t o  r e p a y  pas t  b i l l s ) .  

F u r t h e r m o r e ,  t h e  Coinmission is of t h e  o p i n i o n  t h a t  t h e  

p r i m a r y  r e a s o n  for E K U ' s  d e l i n q u e n t  p u r c h a s e d  gas  a c c o u n t  is and  

h a s  b e e n  due to i m p r u d e n t  management  d e c i s i o n s  o n  o p e r a t i o n s  

e x p e n s e s  t h a t  re la te  d i r e c t l y  t o  E K U ' s  a b i l i t y  to pay its 

p r u d e n t l y  i n c u r r e d  cost of s e r v i c e .  T h i s  c o n c l u s i o n  is based 

upon i s s u e s  ra ised b y  t h e  Coininisslon i n  EKU's r e c e n t  rate cases, 

C a s e  No. 8114  a n d  Case No. 9 2 3 6 ,  r e l a t i n g  to I m p r u d e n t  or 

o t h e r w i s e  u n w a r r a n t e d  e x p e n s e s .  A s  of September 1985,  t h e  effect  

o n  payment of s u c h  expenses  i n  l i e u  o f  paymen t  of i t 8  p u r c h a s e d  

gas a c c o u n t  h a s  r e s u l t e d  i n  EKU e x p e r i e n c i n g  a n n u a l  loeses from 

o p e r a t i o n s  e q u a l  t o  2 1  p e r c e n t  of i ts  gross assets, a n d  c u r r e n t  

-3- 



l i a b i l i t i e s  4 7  tiines greater t h a n  n e t  e q u i t y ,  The C a n m i s s i o n  

i n t e n d s  t o  p u r s u e  t h i s  i s s u e  of EKU's inanageinent of t h e  Floyd 

C o u n t y  gas system I n  Case No. 9478 ,  a t  w h i c h  t h e  t h e  d e l i n q u e n t  

p u r c h a s e d  gas a c c o u n t  will c o n t i n u e  t o  be a d d r e s s e d ,  s i n c e  i n  t h e  

Co imni s s ion ' s  view t h e  d e l i n q u e n c y  is d i r e c t l y  re la ted  to EKU's 

inanageinent of t h e  gas system. 

A f t e r  b e i n g  f u l l y  a d v i s e d  t h e  Coinmission is of t h e  o p i n i o n  

and h e r e b y  f i n d s  t h a t :  

1. EKU has i n i t i a t e d  a c t i o n  t o  resolve i t a  d e l i n q u e n t  

p u r c h a s e d  gas a c c o u n t  w i t h  Kentucky W e s t ,  a l t h o u g h  s u c h  a c t i o n  is 

n o t  likely t o  s u c c e e d  i n  a c q u i r i n g  f u n d s .  

2. K e n t u c k y  West does not c h a r a c t e r i z e  EKU's a c t i o n  as a n  

a t t e m p t  to  a r r a n g e  r e p a y m e n t  a n d  may s e e k  a u t h o r i t y  to a b a n d o n  

gas sales t o  EKU. 

3. The immediate issue i n  t h i s  case, a loss of gas sup-  

p l y ,  was r e s o l v e d  o n l y  for the shor t  terin in that EKU'e custoiners 
had gas t h r o u g h  t h e  1985-86 h e a t i n g  s e a s o n .  

4. The l o n g e r  r a n g e  i s s u e s  of EKU's f i n a n c i a l  s t a b i l i t y ,  

a s e c u r e  gas s u p p l y  and  a p r o p e r l y  managed system, have n o t  b e e n  

resolved and r e q u i r e  f u r t h e r  a t t e n t i o n  and  s c r u t i n y  i n  a f u t u r e  

p r o c e e d i n g  t o  be i n i t i a t e d  b y  t h e  Coinmission. 

IT IS THEREFORE ORDERED t h a t :  

1. The Show Cause proceeding instituted in the above 

s t y l e d  case is dismissed .  

2. EKU's d e l i n q u e n t  purchased gas a c c o u n t  and the Issue of 

EKU's inanageinent of t h e  g a s  s y s t e i n  will be f u r t h e r  addressed i n  

Case No. 9478. 
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3. This dismissal shall not be i n t e r p r e t e d  as Commission 

eupport for EKU'S a c t i o n s  to acquire loans as the means to 

discharge its delinquent purchased gas account  with Kentucky 

west. 

Done at Frankfort, Kentucky, this 10th day of m y ,  1986. 

PUBLIC S E R V I C E  COMMISSION 

7edLJ2 J. 
Chairman 

ATTEST I 

Secretary 


